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SUBJECT: DOMINICADREPUBLIC DEBT ARREARAGES 

REF: (A) SANTO DOMINGO 3974; (B) SANTO DOMINGO A-49; (C) 

STATE 2069 1 1 ; (D) SANTO DOMINGO 4078 

1. WE UNDERSTAND AND ARE SYMPATHETIC TO THE CURRENT BALANCE 
OE PAYMENTS PROBLEM FACING THE DOMINICAN REPUBLIC. THE EOL- 
LOWING ANALYSIS REPRESENTS OUR VIEW OF WHY THE GODR HAS 
CONSISTENTLY DELAYED ITS PAYMENTS OF PL-480 DEBT, AND WHY 
CONEIDENTIAL 

CONEIDENTIAL 

PAGE 02 STATE 212027 

THIS PRACTICE IS NO LONGER IN THE GODR'S INTEREST. 
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2. GODR HAS REGULARLY MAINTAINED PL-480 DEBT ARREARAGES AT 
THE END OF EACH YEAR. IN 1975, THE TOTAL WAS ROUGHLY 4.2 
MILLION DOLLARS, 1974-1.6 MILLION DOLLARS, 1973-3.0 MILLION 
DOLLARS, 1972-2.7 MILLION DOLLARS, 1971-2.5 MILLION DOLLARS 
AND 1970-1.5 MILLION DOLLARS. THESE YEAR-END ARREARAGES 
HAVE AVERAGED 2.5 MILLION DOLLARS OVER THIS PERIOD. BECAUSE 
THE INTEREST RATES ON PL-480 ARREARAGES ARE AT THE SAME 
CONCESSIONAL RATES (RANGING FROM .75 TO 3.0 PERCENT) AS THE 
ORIGINAL CREDITS, THE GODR, IN EFEECT, HAS BORROWED ROUGHLY 
1 .6 MILLION DOLLARS FROM THE USG AT VERY LOW INTEREST OVER 
THE LAST SIX YEARS SIMPLY BY MAINTAINING ITS POLICY OF DELAY- 
ING PL-480 PAYMENTS. 

3. THIS POLICY, WHICH WAS APPARENTLY ONE OE THE DEVICES THE 
GODR REGULARLY USED TO "DRESS-UP " ITS YEAR-END BALANCE OF 
PAYMENTS FIGURES (AS MENTIONED IN REF B),WA' QUITE LOGICAL 
FROM THE POINT OF VIEW OE THE GODR. MOST INSTALLMENTS WERE 
IN ARREARS 6-10 MONTHS. THEY PROBABLY CONSIDERED THAT THE 
AMOUNTS INVOLVED WERE INSIGNIFICANT TO THE USG, BUT IN 
SOME YEARS, THESE DELAYED PAYMENTS REPRESENTED A SUBSTAN- 
TIAL PORTION OF THE GODR'S BALANCE OF PAYMENTS SURPLUSES. 

AND AT INTEREST RATES FROM .75 TO 3 PERCENT, THIS WAS THE 
GODR'S CHEAPEST SOURCE OF SHORT-TERM FUNDS. FYI: A GOVERNOR 
OF THE FEDERAL RESERVE HAS RECENTLY PROPOSED THAT A NAC 
WORKING GROUP CONSIDER THE POSSIBILITY OF CHARGING A PEN- 
ALTY INTEREST RATE ON SUCH DEBT ARREARAGES. END FYI 

4. IN 1975, THE GODR HAD A BALANCE OF PAYMENTS SURPLUS OP 
ABOUT 50 MILLION DOLLARS, AND THIS YEAR IT IS FACING A DEF- 
ICIT OF AT LEAST 85 MILLION DOLLARS. THE SIZE OF THESE 

SWINGS MEANS THAT THE DELAYED PL-480 PAYMENTS ARE NO LONGER 
A SIGNIFICANT ELEMENT IN THE GODR YEAR-END BALANCE OP PAY- 
MENTS CALCULATIONS. (IN CONTRAST, IN 1973, THE 3.0 MILLION 
DOLLARS PL-480 ARREARAGE REPRESENTED ABOUT 50 PERCENT OP 
THE GODR'S BALANCE OF PAYMENTS SURPLUS.) 

5. GIVEN THE UNUSUALLY HIGH BALANCE OF PAYMENTS DEPICIT 
PROJECTED POR THIS YEAR, THE GODR'S DELAY IN MAKING TIMELY 
PL-480 DEBT PAYMENTS, IN EFFECT, BLOCKS ANY BOP ASSISTANCE 
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SUCH AS CCC CREDITS, THE USG MIGHT PROVIDE. 

6. AS WAS EXPLAINED IN BOTH REPERENCES A AND B, THE GODR 
HAS A WIDE RANGE OF OPTIONS AVAILABLE TO PINANCE ITS PRO- 
JECTED 1976 PAYMENTS DEFICIT. AMONG THESE ARE UNUSED LINES 
OF CREDIT RANGING BETWEEN 80-90 MILLION DOLLARS WITH US 
AND CANADIAN BANKS, POSSIBLE ACCESS TO THE IMF'S COMPENSA- 
TORY FINANCING FACILITY FOR UP TO 24.7 MILLION DOLLARS AND 
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A DRAW-DOWN IN THEIR RESERVE POSITION. 

7. THE DR'S DEBT SERVICE PAYMENTS AS A PERCENT OF EXPORTS 
OF GOODS AND SERVICES HAVE BEEN AMONG THE LOWEST OF THE 
WORLD'S DEVELOPING COUNTRIES IN RECENT YEARS AND HAVE STEAD- 
ILY DECLINED FROM 7.2 PERCENT IN 1971 TO 3.5 PERCENT IN 

1975. THESE PAYMENTS AS A PERCENT OF GROSS DOMESTIC PRO- 
DUCT HAVE AVERAGED 1.1 3 PERCENT OVER THIS TIME PERIOD. 
ALTHOUGH THE COUNTRY'S NET RESERVE POSITION IS EXTREMELY 
LOW AT PRESENT, THIS FIGURE IS VERY VOLATILE AND CHANGES 
DEPENDING ON SHORT-TERM CAPITAL FLOWS. AT THE END OF JUNE 

1976, ACCORDING TO THE IMF, THE GODR'S GROSS RESERVES WERE 
60.9 MILLION DOLLARS, OF WHICH 50.4 MILLION DOLLARS 

WAS FOREIGN EXCHANGE, 3.4 MILLION DOLLARS WAS GOLD, AND 1.7 
MILLION DOLLARS WAS SDR'S. THIS REPRESENTS A DECLINE OF 
48 PERCENT FROM THE 1 16.1 MILLION DOLLARS IN GROSS 
RESERVES REGISTERED AT THE END OF 1975. WE HAVE NO SUB- 
SEQUENT INFORMATION ON THE GODR'S GROSS RESERVE POSITION 
EXCEPT TO NOTE THAT GROSS RESERVES HAVE APPARENTLY RISEN 
TO ABOUT 70 MILLION (REF C) IN THE LAST MONTH AND A HALF. 

8. WE WOULD APPRECIATE ANY COMMENTS YOU MAY HAVE ON THIS 
ANALYSIS AND SUGGEST THAT YOU CONTINUE TO IMPRESS UPON 
THE GODR THE FACT THAT ITS FAILURE TO MAKE PAYMENTS WHEN 
DUE ON ITS PL-480 INDEBTEDNESS JEOPARDIZES OUR CONSIDER- 
ATION OF, AND ITS ACCESS TO, USG ASSISTANCE. KISSINGER 
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